Corporate scandals during the last years have been proven to be stigmata on the corporate environment. Greece has been the focus point for its public financials, but it has its share of corporate scandals. The last thirty years a rapid reform has taken place in Greece. The legal, regulatory and capital market framework has changed in order to create a more comparable, compatible and isomorphic European business environment.
Introduction
The occurrence of corporate scandals throughout the previous fifteen years has been without a doubt numerous and the causes identified are also numerous. A discussion has started to identify the causes. This has lead to a philosophical discussion about the role corporations in the current business environment and the mechanics of the occurrence. Studying the causes of these scandals can help academics, executives, shareholders, regulation and public policy makers to redesign -reinvent a more stable system of values, procedures, methods, controls. The crisis hasn't been isolated in USA, evidence of a systemic meltdown (scandals, corporate defaults, etc.) is found all over the world. Corporate ethics, auditing procedures and methods, regulation, organizational structure, corporate culture, market inefficiencies, etc. have highlighted by many as the areas of the systemic meltdown of 2002 and 2008. During the last two decades a significant effort has been made to establish an isomorphic business environment around the world. Initiatives like the introduction of IFRS, corporate governance good practices, common provisions in the regulative and legal framework, etc. aimed to help to create a more efficient market environment worldwide. Although these initiatives were in right direction, there are no panaceas to the issues of transparency, equitable treatment of shareholders, stakeholders' right recognition, shareholders' rights protection, effectiveness of corporate governance (as these issues or principles are cited by OECD (2004)).
Greece was one of the European Union countries that participated in this effort. The banking sector has a significant impact on the economy. Many of the corporate scandals during the last decade have at their center a bank. Banks have some unique characteristics (Capital structure, Risk structure, Ownership structure, Management and governance structure, Product cycle, Impact on society and economy, etc.). These unique characteristics and their size and role in the economy distinguish them from manufacturing and other service corporations. Their product life cycle may be extremely long term and extremely short term. Furthermore, the banking sector faces risk very differently and very different risks and its dependence of managerial effectiveness, skill and knowledge is higher from other sectors of the economy. Finally, the product and services provided by the banking sector are in many occasions too complex for a non specialist to comprehend their managing and evaluation processes. Hence, corporate governance and financial reporting is crucial for this sector.
Issues like asymmetry of information and moral hazard due to the special nature of the banking sector. A special characteristic of the sector is its interconnection (interbanking lending and their monitoring and lending relation with the central bank). "Given the level of asymmetric information between banks and its prospective creditors and shareholders, and the importance of a stable banking system, the capital levels of commercial banks are subject to substantial regulation" (Akhigde, et al., 2012). The problem with this statement in Greece is that although the regulation exists, the inability or ineffectiveness of monitoring authorities leaves the regulation provisions inert.
The recent corporate scandals and the inability of the public policy makers to present a stable and feasible plan to exit the crisis are phenomena of the inability to control the power and influence of the banking sector. Even after ten years from the scandals, the role of banks and their operationalregulating framework is still under debate. Regulating the balance of interests of the banking sector is a difficult task. Difficulty factors are: the complexity of the products, the extremely small product cycle, the variety of stakeholders and the high political influence that the banking sector has.
The paper argues that the banking sector in Greece has some characteristics that differentiate it from the banking sector of other countries. The Proton Bank scandal highlights these characteristics and reveals the flaws of regulation and the mismatch of the fundamentals of the business environment and the framework (operational, legal, social, etc.) that has been established. Especially the paper focuses on the IFRS introduction and the introduction of corporate governance principles and practices in Greece.
The Banking System in Greece
The differences of the banking in Greece with the perspective sectors in other European are many. The banking system in Greece is mainly characterized by high concentration. Ownership concentration in the Greek banking sector is twice or thrice the concentration of the mean in AngloSaxon countries and other European developed countries and their asset portfolio and capital mix is also very different. Hence the banking sector in Greece has unique characteristics that need to be addressed in order to analyze the causality of the phenomena regarding the banking scandals. The notion that one theory can explain universally the behavior and ethics of the banking sector is deeply flawed. When the organizational, cultural, legalpolitical, economic (mainly structure and development of markets) fundamentals are diverse the same diversity must be for the theoretical approach of any misconduct, ethical divergence or scandals. The top five banks hold the 68.45% of the total assets in the banking sector, they have the 72.43% of the loans and the 73.59% of deposits (see Table 1 ). The Hellenic Banks Association Contrary to what happens in the product market, ownership in Greek banks is relatively (to the other sectors of Greek economy) dispersed according to the Greek standards to ownership concentration (the average sum of ownership above the threshold of 3% of the equity is quite high). Ownership concentration varies from bank to bank and two groups of can be identified. The first group has high ownership concentration and involve foreign banks that have acquired banks in Greece (Commercial Bank and General Bank) or they are state owned banks (TT, ATE). The second group (NBG, Piraeus Bank, Alpha Bank) are banks that evolved through the capital market and show the same characteristics of an Anglo-Saxon corporate governance system corporation (see Table 2 ). But these characteristics do not apply to all Greek banks. The five largest in size banks do have these characteristics. Smaller banks seem to retain the characteristics of the Germanic or Continental Europe system. Greece's legal framework comes from a mix of German and French law (Lazarides, 2011 ) the market for corporate control has been relatively active during the last 10 years and the largest banks have shown, during the last two decades, a dynamic in acquiring firms-banks abroad and extending their activities in the neighbouring countries, eastern Europe and western Europe. IFRSs' scope and perspective are broader. Central to the argument by the paper is the IAS 24 provisions. IAS 24 states that "The objective of this Standard is to ensure that an entity's financial statements contain the disclosures necessary to draw attention to the possibility that its financial position and profit or loss may have been affected by the existence of related parties and by transactions and outstanding balances, including commitments, with such parties". IFRS require information disclosure that goes well beyond accounting and financial information. For example: "The disclosures required shall be made separately for each of the following categories:
(a) the parent; (b) entities with joint control or significant influence over the entity; (c) subsidiaries; (d) associates; (e) joint ventures in which the entity is a venturer; (f) key management personnel of the entity or its parent; and (g) other related parties" (IAS 24) Information under the new financialaccounting standards and under the new auditing standards (which refer directly to the international auditing standards as alternatives to the Greek ones) has the potential to be more accurate, timely and detailed. Greece in 2002 has enacted a corporate governance framework that facsimiles the European framework (introduction of the institution of the independent directors, board committees, etc.). These frameworks can be efficient when the organizational and motivational scheme can facilitate the goal of transparency and rational decision making process.
The auditing standards in Greece are adequate because they were designed to be compatible (see Greek Auditing Standard 1120) with the International Standards on Auditing (ISA). ISA can be used as an alternative or supplementary to the Greek standards if the auditor thinks that the ISA standards are more suitable to conduct an effective and efficient audit. The auditing firms in Greece are subsidiaries or partners with the most prestigious international auditing firms. Hence, auditors in Greece have the same tools, methods and restrictions as in any European country.
The final piece of the information cycle is corporate governance framework and market for corporate control. Corporate governance in Greece is different than the one in Anglo-Saxon countries. The fundamental characteristics of ownership, management and capital market structures and finally the product market is characterized as oligopolistic. Greek firms have high ownership concentration (>52%) and they are mainly family firms or controlled by a group of stockholders ). Free float is relatively small in percentage (20-50%) and the ability to achieve control through the capital market is limited. The members of the family or the controlling group are actively involved in management and normally, there is no distinction between management and ownership. Management and the Board of Directors are closely related to the dominant shareholders. Managers and the majority of the directors that are not members of the family or the controlling group are closely connected with these groups and their decisions are subject to their control and monitoring.
The Greek business model does not favor Mergers and Acquisitions (M&As). Dominant shareholder group are not willing to lose power and control over the firm. Controlling the firm has been made a goal for the governing group. As long as ownership concentration remains high there is no motive for any M&As to take place. Potential buyers cannot acquire a substantial portion of the firm's equity capital to actively participate in governing the firm. But, even so, M&As during the last decade have been a strategy that Greek firms didn't abolish, on the contrary an inclination towards has been observed.
The business environment in Greece is not characterized by high frequency and value of transaction in M&As. M&As in a country like Greece have a different scope-goal and determinants, than in a typical Anglo-Saxon country. The main impediments for the lack of M&As are the ownership structure and the relatively undeveloped capital market (the costs of a M&A remain high and the capital necessary for the transaction is rarely obtained by the banking system). Greek firms' M&A activity depends mainly on the balance of power within the firm, rather than performance or the existence of an active market for corporate control. Fundamentally, M&As in Greece are the result of product market competition (Tsagkanos et al. 2008 ) and opportunity (Lazarides, Drimpetas and Pitoska, 2010) and managerial incentives (Tampakoudis, Subeniotis and Eleftheriadis, 2011).
The Proton Bank Case
In this environment the exploitation of minority shareholders and other stakeholders like government, depositors and other capital providers can be exploited by the dominant group. This is the case of Proton Bank.
Proton have taken advantage of the absolute decision making right. The basic mechanism is best described by Jesover and Kirkpatrick (2005) . They argue that when control pyramids or cross shareholdings are active in a corporation or group of corporations this may lead to a separation of cash and voting rights. This separation leverages the private benefits of the dominant group. The risk of ownership is diffused and at the same time total control of the subsidiary corporations is ensured. The benefits of power and control emanates from the control of assets. The Proton Bank dominant group has been involved in a series of sales using the bank to obtain the capital to acquire the profitable subsidiaries at book value or even less. The total amount of loans was 2,4 Billion Euros. Thirty per cent of these loans have been given to firms that seem to be related to Mr. Lavrentiadis. The operations of these firms are extremely connected Many of them have solely supplied one the other with products.
The Hellenic Financial Intelligence Unit has pressed criminal charges against Mr. Lavrentiadis. The independent unit has accused Mr. Lavrentiadis that he used the bank to accumulate deposits, using high interest rates, to give loans to corporations that were owned by him, or sold but continued to be under the influence of him.
According to Proton Bank's annual report, the bank had two independent board members and three non executive members (in accordance with the local corporate governance law) and an additional member, representing the state, could attend all board meetings. The positions of the president of the board and the CEO were held by different persons. One member of the board (with long tenure, more than 5 years) was the former president of the Athens Stock Exchange, university professor with specialty in finance and corporate governance. The board of directors had many committees i.e. audit, remuneration, executive and risk assessment was conducted by the audit committee and the department of internal control.
As Table 3 shows Proton Bank has reported a set of financial statements that didn't alarm any investor. On the contrary the ratios show a bank that is relatively in better financial position than other banks in Greece. Proton Bank's statements have been audited by a very prestigious auditing firm and by two monitoring agencies (Hellenic Capital Market Commission and the Bank of Greece). None of them have identified any risk factors or the possibility of false reporting in their studies or reports. The safeguards placed to ensure that the Greek corporate environment is safe to invest, in the case of Proton Banks, failed.
Fallacies and fundamental errors
Although IFRS introduction is an improvement of the reporting standards the introduction per se is not adequate to mitigate the problems of misreporting or taking advantage of the inside information and power accumulation. The main problem is not the IFRS per se. They were designed to facilitate a specific type of corporation, with specific characteristics, organizational dynamics, capital market conditions and especially goals.
Ownership concentration, organizational development paradigms, regulation -monitoring framework and inefficiency are the main factors of corporate failures in Greece. Hence a mix of endogenous and exogenous variables contributes to the creation of a business environment that doesn't have the necessary mechanisms to prevent corporate failure and the exploitation of the relatively weak protection minority shareholders position. The enactment of laws and regulations isn't adequate to prevent any failures or misappropriations. On the other hand the lack of an efficient capital market can create opportunities and threats.
Any initiatives to reform the business environment had little impact in Greece. The problems are that these initiatives were designed for a different type of economic activities and fundamental corporate characteristics. Initially these initiatives (IFRS, corporate governance best practices, monitoring and auditing standards, capital market provisions, etc) were designed for countries with Anglo-Saxon characteristics. These initiatives, although they weren't panacea for the prevention of corporate failures and misappropriations, they were a good start to begin discussing the issues that lead to ones.
Conclusions
Corporate collapses or failures do not happened in an instance. Usually the causes of the collapse or The Proton Bank case can or should be a wakeup call for the policy makers in Greece. The scandal has already cost the taxpayers a lot of. The main fallacies and errors of the banking system are still present. During the last two decades all the initiatives to establish a more isomorphic corporate environment in European Union failed. There is a need to create a new set of respective initiatives to address the special issues of the corporate environment.
The Proton Bank case is a failure of business ethics, legislation, regulation, auditing and monitoring authorities. The main question is: Should banks be bailed out by tax payers? This question troubles the whole financial and political system. The fact that banks are a crucial -integral part of a globalized economy cannot justify by itself the socialization of losses.
